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THE WHITE HOUSE
WASHINGTON

12/28/77

Mr. President:

No objection from Hamilton.

Rick
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THE WHITE HOUSE
WASFKHINGTON

December 28, 1977

Stu Eizenstat

Frank Moore

Jim McIntyre _
The attached was returned in
the President's outbox. It is
forwarded to you for appropriate
handling.

. Rick Hutcheso
cc: The Vice Presi(dent n

Hamilton Jordan

RE: WATER PROJECT FUNDING IN
JANUARY BUDGET
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MEMORANDUM FOR. THE PRESIDENT é@? Aubt zw

. 4‘/0)&,\
FROM STU EIZENSTAT
JIM McINTYRE () ( )
FRANK MOORE ¥ m -

SUBJECT: : Water Project Funding 1222LHL..
in January Budget

This memo follows up on our discussions of’fuhding R. B. c<;z(///
Russell, Cache Basin and the other water projects funded
by the Congress against our recommendation in FY 1978,

and on other water project issues raised at your meeting
with environmentalists.

I. FY 1979 Budget

In view of the ongoing water policy review and the

changing politics of at least some of these projects, ~

we recommend funding these projects in the January

Budget, but including an explanation in the document zz:&&dhu’

that/Our recommendations are subject to the outcome e- /’
/ of the Water Policy Review. W/f,{//

At the completion of the Review, we would consider
budget amendments for new starts and possible dele-
tions in the context of the reformed criteria. It
is also our understanding that we should proceed
with deauthorization legislation for projects zero-
funded by the Congress last year (with the exception
of two Interior Department projects which require
further study). The deauthorization effort need not
be tied to the Budget or Water Policy Review process.
However, Frank's staff feels that it will be
extremely difficult to move deauthorization legisla-
tion on the Hill, because the authorizing committees

have their own procedures and timetables for deauthor-
izing inactive projects.

You should know that politically it is quite likely
that we could now succeed in deleting the Cache
Project. Senator McClellan's replacement strongly
opposes the project and Senator Bumpers has not been
strongly for it. Support is mixed in the House,

Electrostatip. Copy Made
for Preservatnon Purposes
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although the Congressman in whose District the
project is located (Alexander) supports it. The
principal problem with deleting it now is that it
would appear inconsistent with funding the others.
However, that is an option which could be carried
out after further consultation on the Hill.

R. B. Russell, on the other hand, is strongly sup-
ported in the Senate and it is unlikely we would
succeed in deleting this project short of vetoing

an appropriations bill. Butler Derrick has indi-
cated that he still opposes the project but does

not want to go through the fight again unless we

can guarantee a victory, which would probably entail
an appropriations bill veto in an election year.

Columbia Dam (TVA) is a unique case. The project
appears to violate the Endangered Species Act.

David Freeman has suggested that a smaller, more
cost-effective project could be carried out and
perhaps politically supported by the Tennessee dele-
gation. The OMB allowance on this project is pro-
posed to be accompanied by guidance to TVA to
investigate an alternate project and not to spend
funds in violation of the Endangered Species Act.

Decision:

Delete none now, but leave opportunities
for revision at the end of the Water
Policy Review (recommended)

Delete Cache Basin now

Delete both Cache and Russell

Delete all projects funded by Congress

against our recommendation g, ¥K JSerree L
LKy fona (CuP)

Other

II. ProjecfsViolatingEmisting Law

One of the most significant points raised at the
environmentalists' meeting with you on water projects
is the fact that some water projects in violation of

Electrostatic Copy Made
for Preservation Purposes.
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existing law are routinely funded by the Congress
and the agencies buildlng them are routinely de-
fended by the Justice Department. Further

research has indicated serious legal problems w1th
a number of projects, including some of the projects
we unsuccessfully attempted to delete from the
Budget last year.

In addition, the Administration is in a particularly
awkward position on TVA's Tellico Dam -- the
Solicitor General's office has appealed the Endan-
gered Species Act lawsuit to the Supreme Court where
a decision in favor of TVA could have negative
ramifications even beyond the Tellico Dam itself.
You may be receiving an options memorandum from.
Justice on this specific case.

The types of violations and suspected violations of
existing laws include:

® curable procedural problems such as lack of wild-
life mitigation plans and lack of historical
resources surveys;

® substantive problems such as violations of the
Endangered Species Act and of water quality
laws; and

) problems which could be cured only by further
Congressional authorization, such as agencies
exceeding authorized cost ceilings or carrying
out modifications of projects beyond the scope
of existing authorizations.

In addition, it is obvious that many projects violate
wetlands and floodplain policies.

A number of water projects are in litigation on
these and other points. These include Richard B.
Russell (litigation in progress) and Columbia (suit
soon to be filed). It should also be noted that

some of the projects "passed" by the Administration's
review last spring have serious legal problems and
are in litigation, such as Tennessee-Tombigbee.



Recommendation:

We would recommend that we confidentially ask the
Justice Department to analyze this problem, with
the two following goals:

1. To provide guidance for the agencies regarding
when the Justice Department will or will not
defend lawsuits under the relevant statutes,
similar to Justice Department guidance on the
Freedom of Information Act;

2. To provide guidance to the Executive Branch
with respect to projects where there is a vio-
lation of law for:

) where possible, curing legal problems to
minimize litigation;

e seeking alternatives or project modifica-
tions where needed;

® making budget decisions in the future; and
® planning future projects.
We believe this assistance from the Justice Depart-
ment could be a very positive influence on the
agencies, could minimize litigation on projects
where the government is clearly in violation of
existing laws, and could help us avoid "hit lists"
while still providing the basis for changes and in
some cases termination of unsound projects.
The request should be confidential and low key.
Decision:
Confidentially request Justice to analyze
water project compliance with existing : L////
statutes
Do not pursue

Other
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III. Assistant Secretary of Army for Civil Works

One other follow-up item from the environmentalists'
meeting is the continuing vacancy in the post of Army
Assistant Secretary for Civil Works. We agree with
the environmentalists that we have been hampered

in our ability to pursue new Corps policies partly
because of that wvacancy. Butler Derrick also feels
very strongly that this vacancy should be filled.
There is no policy person with authority over the
Corps of Engineers who has expertise in the water
resources area and who supports your water policy
views. Before the decision was made to leave the
post vacant, several excellent candidates were under
consideration for the job.

You will recall, however, that during the budget
session on the Corps, Secretary Alexander stated
that there were two reasons for Brown's decision
to leave the post vacant:

) You had asked each Department Secretary to cut
back on the number of offices and appointments
to be filled, and this is part of DOD's
response to that request.

® Under the current arrangement, the Corps reports
directly to the Secretary of the Army, providing
more direct secretarial direction and super-
.vision.

Deéision:

Encourage Sécretary Brown to £fill L///
vacancy (we recommend)

Do not pursue (Brown's view)

Other
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THE WHITE HOUSE
WASHINGTON

December 28, 1977

‘Stu Elzenstat
Jim McIntyre
‘Secretary Sch1e51nger

The attached was returned,in_the’ :
President's outbox and is forwarded -
to you for appropriate handling.
Stu - Please inform Sec. e
Blumenthal of the Pre51dent s

declslon.
N ; Rick Hutcheson
~ FOLLOW-~UP MATERIALS ON NEP

BUDGET IMPLICATIONS MEETING

*

cc: Frank Moore
Charles Schultze
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THE WHITE HOUSE
WASHINGTON

12/28/77

Mr. President:
Blumenthal & Schlesinger

concur. Schultze has no
comment.

Rick
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EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

MEMORANDUM FOR THE PRESIDENT

FROM: JAMES T. MCINTYRE, JR. ng'e (.\‘:\

STUART EIZENSTAT

SUBJECT: Follow-up materials.on NEP budget implica-
tions meeting

Attached are summary and detailed fiscal year by fiscal year estimates
of the House and Senate energy bill tax credit provisions. These
estimates were prepared in final form by OMB based on information pro-
vided by DOE and Treasury. You requested this information at the
December 7, 1977 meeting on NEP legislation. With regard to discussions
at that meeting, note that a substantial amount of the tax credits (40%
of the total) in the Senate bill fall between FY 78 and FY 81.

The Administration has not taken definitive positions on many of the
compromises being discussed by the House/Senate conferees, although
Administration officials have suggested that additional producer incen-
tives, such as the world price for new domestic oil and a limited trust
fund, may be acceptable elements of a compromise.

In return for these concessions, we should get (1) substantial reductions
in Senate bill tax credits (c]ose to those in the House bill) and (2)
retain as much as possible of the House bill 0il and gas use tax on
industry and utilities. If you agree, we need to develop our position

on specific tax credits and communicate this poisition te the conferees.
Unless the Administration takes a leadership position on these issues,
the conferees are likely to ignore the budgetary consequences of a final
settlement and send you a bill with an intolerably high price tag.
Although you have said that you would veto a bad bill, we should avoid
that necessity if at all possible.

Jdim Schlesinger, Mike Blumenthal, Frank Moore, Charlie and ourselves

could develop a proposal for your review by January 10 or so. We recommend
leaving open a discussion on the exact means and timing of communicating
our pos1t1on to the Conference. While we can play a constructive role

in ensuring that the conferees are fully aware of the budget impacts of

any actions which they might take, determining how this should be communi-
cated will depend on the shape of the proposals and the approach taken

by the conferees when they return. Should we proceed?

Develop proposal [/ V[ ‘@
Wait 7 J

Attachments

Made
| ?o Pl’eservaﬂon Purposes



Summary Comparison of Tax Credits in the Attachment

Senate and House Energy Bills
($ in mi]]ions?

. Cumulatives
PROVISIONS FY 78 FY 79 FY 80 FY 81 FY 82 FY 83 FY 84 FY 85 ][ FY 78-81 | FY 78-85
Residential Tax Credit
Senate " -$556 -$870 | -$1,193 | -$1,490 | -$1,689 | -$1,415 | -$1,374 | -$1,471 -$4,109 | -$10,058
House -387 -520 -553 -589 _-633 -687 -748 -710 -2,049 -4,827
Di fference %169 ~3350 -$640 -$901 | -§1,056 -$728 ~ -$626 -§$761 -$2,060 | -$5,231

Business Tax Credits and 0il & Gas Use Tax (Note that certain business tax credits are directly related to the oil and gas use tax. Net tax
revenues and tax credits are shown to provide complete information.)

A. Tax Receipts (Net of Rebate)

Senate - - %0 $21 $31 $6 $33 $62 $91 $52 $244
~ House - -25 398 88 164 592 813 878 461 2,908
Difference -- +$25 -3377 -$57 -$158 -$559 -$751 -$787 -$409 -$2,664
B. Tax Credits-
* Senate -$1,106 |-$1,249 |-$1,596 | -$2,007 | -$2,414 | -$2,779 -$3,062 | -$3,238 -$5,958 | -$17,451
House (Also, Plus Credits Dehied) -316 -247 =211 -321 -455 -97 464 502 1,095 -681]
Difference -$790 |=37,002 -$1,385 | -$1,686 | -$1,959 | -$2,682 -$3,526 | -$3,740 -$4,863 | -$16,770
C. Total Business Provisions (Net of
Receipts) o N ] :
Senate -$1,106 |-$1,249 -$1,575 | <$1,976 | -$2,408 | -$2,746 -$3,000 | -$3,147 -$5,906 | -$17,207
House -316 . =272 187 =233 =291 495 1,277 1,380 -634 2,227
Difference -$790 -$977 | =%1,762 | -%1,743 | 32,117 | -%3,241 -$4,277 | -$4,527 -$5,272 | -§19,434
Incentives for Fue]mProdp;piqn
Senate -$33 -$97 -$178 -$268 -$369 -$479 -$587 -$715 -$576 -$2,726
House -9 -46 -58 -68 -23 -81 -102 -133 -181 -570
Difference =324 357 -$120 -$200 -$296 -$398 -$485 -$582 -$395 -$2,156
. Tax Credits for Individuals (Note that House bill relies on rebates of wellhead tax revenues.) '
Senate -$258 |-$2,668 | -$2,675 | -$2,656 | -$2,639 | -$2,369 -$1,009 | -$1,016 «$8,257 | -$15,290
House : - - -- .- - -- .- -- -- --
Difference -$258 |-$2,668 | -$2,675 | =$2,656 | -$2,639 | -$2,369 -$1,009 | -$1,016 -$8,257 | -$15,290
TOTALS Tax Credits (without receipts)
Senate -$1,953 |-$4,884 |=$5,642 | -$6,421 -$7,111 -$7.,042 -$6,032 | -$6,440 || -$18,900 | -$45,525
House ~-712 =813 ~822 ~978 =1,111 -865 . -386 =341 ~3,325 -6,078

Difference F$1,241 |-§4,071 (-$4,820 | -35,443 | -$6,000 | -$6,177 | -$5,646 | -$5,009 || $15.575 | -$39.447




1.

Detailed Tax Credit Provisions Comparison
Senate and House Bills

{($ in millions)

, » _ . Cumulatives
PROVISIONS _FY 78 FY 79 FY 80 FY 81 FY 82 | FY 83 FY 84 FY 85 FY 78-81 | FY 78-85
RESIDENTIAL TAX CREDITS Senate -$556 -$870 | -$1,193 | -$1,490 | -$1,689 | -$1,415 | -$1,374 | -$1,471 -$4,109 | -$10,058
for conservation, solar, geo- _ . v
thermal equipment use in House _-387 =520 =553 -589 -633 -687 ~-748 =710 2,049 -4,827
residential dwellings B o
’ Difference -$169 -$350 7$640 -$901 -$1,056 -$728 -$626 -$7§1 -$2,0GQ -$5,231
Significant items in Senate bill causing in- A '
creased tax expenditures i
1) Complete furnace/boiler retrofit -51 ~100 -210 -220 =221 -233 -245 -258 -581 -1,538
?2) Hood/peat—bdfning residential equipment =51 =147 | -316 -553 -686 -324 -185 -194 -1,067 -2,456
3) Clock or other automatic thermostats -2 -4 -6 -7 -9 -1 -13 -15 <19 -67
4) Heat pdmp -3 -8 -13 =17 =20 -26 -31 -37 =41 -155
5) Evaporative cooling device -32 -49 -49 ~56 -63 =70 -78 -88 -186 -485
6) Refundability -19 -25 -26 -27 -29 -30 -32 -34 -97 =222
7) Other (fluarescent lighting systems, energy -n =17 -20 =21 -28 -34 -42 -135 -69 -308

usage meters, Guam, Virgin Islands, one-yeat
extension) :




PROVISIONS

($ in millions)

Cumulatives

FY 78

FY 79

FY 80

FY 81

FY 82

Fy 83

R

FY 85

FY 78-81

FY 78-85

Business Tax Credits

A. AMlternative Energy Property {AEP)

. The Alternative Energy Property (AEP) tax credit is d1rect1y related to the 0il and Gas Use Tax on Industry and Utilities.

the tax and tax credits must be considered together in assessing fiscal impacts.
may elect to have a 100% rebate and/or a tax credit (depending on House or Senate bil1) by invésting in equipment that does not use oil or gas,
but that replaces equipment that uses oil or gas.

SENATE
Gross Tax
Less Rebates for AEP
Less Credits Provided for AEP
“Net Budget Effect
HOUSE
“Gross Tax
Less Rebates for AEP
Less Credits Provided for AEP
Plus Credits Denied for AEP 1/
Net Budget Effect

DIFFERENCE

Significant items in Senate bill causing
increased tax _expenditures

1) Lower Net Tax After Rebates
Senate bill includes many exemptions
2) Higher Tax Credits : _
° 15% ITC instead of 10% as in House
° Extends to 1/1/86 instead of 1/1/83
° Makes credit refundable
° Expands eligible equipment
3) Existing Tax Credits 10% ITC not denied
¢ See Footnote 1/
TOTAL DIFFERENCE

The tax, rebates of

Described another way, a given business that pays the tax

|

21 39 161 302 466 633 60 1,622

-8 -155 -269 -404 =542 -8 -1 378

-413 -559 -830 | 1,157 | -1,456 | -1,687 | -1,834 | -1,887 -2,959 -9,823

-$213 | -%559 | ~=%809 | -31,126 | -371,450 | -$1.654 | -31,772 | -31,796 || =%2,907 | =3%9,579

-$25 | $1,696 | $2,774 | $3,585 | $4,582 | $7,464 | $8,384 || $4,445 | $28,460

-1,298 | -2,686 | -3,421 | -3,990 | -6,651 [ -7,506 -3,984 | -25,552

-23 -21 -32 -50 -58 -34 , -126 -218

93 168 305 352 334 394 464 502 918 2,612
370 ¥2z | %671 3390 5440 5952 | 31,277 | 7,380 31,253 35,302 2/

-$483 -$681 | -$1,480 | -$1,516 | -$1,890 | -$2,606 | -$3,049 | -$3,176 || -$4,160 | -$14,881

|

25 -377 -57 -158 -559 -751 -787 -409 -2,664

-390 -538 -798 | -1,107 -1,398 | -1,653 | -1,834 | -1,887 -2,833 -9,605

=93 -168 -305 -352 =334 -394 -464 -502. -918 -2,612

-$483 | -$681 | -$1,480 |-$1,516 | -$1,890 | -$2,606 | -$3,049 | -$3,176 || -$4,160 | -$14,881

7/ House bi1l denies existing 10% ITC and accelerated depreciation for oil
also deny existing 10% ITC for alternative energy property if the firm elects to take a rebate of the oil and gas use tax.
2/ Note that under the Administration proposal, the net effect was +$34.4 billion.

and gas fired equipment and air conditioning.

The primary reason was a much more comprehensive tax.

The House bill would




($ in millions)

) . Cumulatives
PROVISIONS FY 78 FY 79 FY 80 FY 81 FY 82 FY 83 FY_84 FY 85 FY 78-81 | FY 78-85
B. Specially Defined Property
The Senate bill expands the list of eligible equipment, and extends the time frame from 1/1/83 to 1/1/86.
Senate -$486 -$464 -$498 -$536 -$581 -$626 -679 -734 -$1,984 | -$4,604
House -224 -218 ~-250 -306 -350 -225 =998 -1,573
Difference -$262 | -$246 | -$248 -$230 -$231 -$401 -$679 -$734 -$986 | -$3,031
Significant _items in Senate bill over House
bill causing higher tax expenditures.
1) Heat exchanger, heat wheel, waste héat -78 =77 -62 =22 +3 -140 -386 -407 =239 -1,169
boiler
2) Electric motors -1 -Nn -13 -14 -15 -17 =17 -19 -49 -117
3) Fuel cells, turbines, other fuel
efficient equipment i
4) Fluorescent replacement lighting systems -4 -4 -6 -8 -1 -14 -17 =21 -22 -85
5) Silicone-controlled rectifier units <128 -115 -122 -134 -148 -162 -180 -196 -499 -1,185
6) -40 -39 -45 -52 -60 -68 -79 -9 -176 -474

Heat pumps




_PROVISIONS

($ in millions)

5 [

Cumulatives l

FY 78

FY 79

FY 80

_FV T |

FY 82

! FY 83

FY 84

FY 78-85

c.

"arc furnaces and electric motor vehicles.
Senate
House
Difference

Significdnt items in Senate bill. causing
1hc?eased‘tgx expenditures *

1) Cogeneration property 1/

2) Recycling equipment 1/

3) Insulation, etc. 1/

4) shale oil equipment

5) Transportation equipment

6) Geopressurized methane equipment

7) Electric arc furnaces

1/ Senate bill increases for these items are cau

|
i
Additional Business Property (A 10% investment tax credit for certain property defined as energy property not pr
existing 10% ITC. The Senate bill expands the list of eligible equipment by adding shale oil, transportation, geopressu

The Senate also extends eligibility to 1/1/86; House bill expires 1/1/83.

-$207
-162

35

-$226
-176

=550

-10
-20

-14

-$268
-234

s34

+6
-3

=17
-10

-18

FY 85 !4 FY 78-81

esently eligible for
rized methane, electric

the

)
~$314 -$377 -$466 -$549 ~$617 -$889 -$3,b24
|
-317 -381 -232 o -= 41,005 | -1,502
+43 _+$4 -$234 -$549 -$617 -$126 -s1.%zz
+16 3 -133 -286 -325 +22 -n9
-4 -4 -25 -50 -54 -13 has
+] +8 -42 -132 -14 -32 4339
-24 -30 -37 -44 -57 -54 {222
-54 f-ss
-9 -10 -11 -1 -12 -31 I-7s
-19 -21 =23 =26 -28 -63 =161

a i sed mainly by extension of credit to 1/1/86.
*Note that several minor items have been left out; thus items will not sum to difference between Senate

and House bills.




($ in millions) Cumulatives
PROVISIONS FY 78 | FY 79 | FY 80 FY 81 FY 82 FY 83 FY 84 FY 85 |IFY 78-81 | FY 78-85
3. Incentives for Fuel Production
Senate -$9 -$46 -$58 -$68 -$73 -$81 -$102 -$133 -$181 -$570
House -33 -97 -178 -268 -369 -479 -587 =715 -576 -2,726
Difference -$225 -$51 -$120 | -$200 -$296 -$398 f$485 -$582 -$395» -$2,156
Significant items in the Senate bill causing
increased tax expenditures (not in House
bill) * ' S
1) Production Credits for:
° 0i1 Shale ($3/bbl) -4 -19 -39 -60 -82 -104 =126 -150 -$122. -584
° Geopressurized methane (50¢/mcf) -7 -14 =22 -3] -40 -52 =21 -166
° Gas from tight rock formations (50¢/mcf) -29 -58 -90 -124 -154 -194 -87 -649
2) Other‘cfedits for geopressurized methane. -9 -16 -18 =21 -25 -28 -31 -37 -64 -185
Includes 10% depletion and expensing of
intangible drilling costs.
3) Industrial Development Bonds for New
Sources
° Coal gasification/liquefaction -2 -7 -17 -27 -39 -2 =92
° Bioconversion -1 <3 -7 -12 -18 -25 -34 -45 -23 -145
° Local furnishing of electricity -2 -10 -20 -33 -44 -55 -63 -68 -65 =295

* Note that several minor items have been left out; thus items

will not sum to difference between Senate

and House bills.




($ in millions)

. ] . Cumulatives
PROVISIONS FY 78 FY 70 FY 80 FY 81 FY 82 FY 83 FY 84 | FY 8 FY 78-81| FY 78-85
Tax Credits for Individuals
Senate -$258 | -$2,668 | -$2,675 | -$2,656 | -$2,639 |-$2,369 | -$1,009 | -$1,016 || -$8,257 |-$15,290
House (No comparable tax credits; House bill relies on: 1) a less costly home heating rebate of the
wellhead tax ($5,607 billion for FY 78-85), and 2} a rebate of the 1978 wellhead tax" revenues:
Implicitly a rebate beyond 1978 is assumed by House members but the specifics of how it will
be rebated will not be decided until next year)
Difference -$258 | -$2,668 | -3$2,675 | -$2,656 |-$2,639 |-$2,369 1| -$1,009 | -$1,016 || -$8,257 }-$15,290
Significant items in Senate bill causing
increased tax expenditures
1) 25% credit for home heating oil
and propane -252 -1,679 -1,683 -1,660 -1,640 -1,365 -- -- -5,274 -8,279
2) Tax credit for increased home-
heating due to import price
increases -6 -37 -40 -44 -46 -50 -52 -57 -127 -332
3) $75 tax credit for any taxpayer
who maintains a household which
includes some one aged 65 or over, -952 -952 -952 -953 -954 -957 -959 =2,856 -6,679
phased out between adjusted gross
incomes of $7,500 and $12,000




- is forwarded to you for appropriate}

THE WHITE HOUSE
WASHINGTON .
December 28, 1977

Charles Schultze

The attached was returned in the
President's outbox today and

handling. Please distribute among |
the staff as appropriate.

Rick‘Hutchéson-

RE: PROGRESS TOWARD BUDGET BALANCE
AND WHAT WE SAY ABOUT IT :

~ ADMINISTRATIVELY CONFIDENTIALJ -

.
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THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

December 27, 1977

MEMORANDUM FOR THE PRESIDENT
) cLS
FROM: Charlie Schultze

SUBJECT: Progress toward budget balance and what we
say about it

The attached memorandum on the 1981 balanced budget
reflects the unanimous views of your economic advisers --
Blumenthal, Eizenstat, Schultze, and McIntyre. 1t reflects
extensive discussion of the problem among us. Dick Cooper
has not seen the memo itself, but was a participant in the
discussions and fully agrees with the conclusions.-

{I have kept this cover note and the memo separate for
security reasons). N

Rl
Attachment 9 W/;,w%é /{F "Jj:[l/r’

Electrostatic Copy Made M . V‘r
for Preservation Purposes .



ADMINISTRATIVELY CONFIDENTIAL

————

'Balancing the Budget in 1981

The Administration's position on balancing the budget
in fiscal 1981, while also achieving high employment, is
becoming increasingly difficult to defend and rationalize.
Public confidence in the realism and consistency of the
Administration's economic program would be strengthened by
deferring the commitment to budget balance beyond 1981,while
retaining it as an ultimate objective. This memorandum:

- (1) sets forth the reasons why achieving a balanced
budget in 1981 appears highly unlikely; and

(ii) suggests how we might deal with that fact, while
still preserving both the reality and the image of
fiscal prudence and budgetary discipline.

Background

Presentations to you on the longer-term outlook for the
economy and the budget have stressed the two-way relation
between economic performance and budgetary results.
Balancing the budget in 1981 is possible -- if we are prepared
to accept economic results that are far short of our stated
goals. Achieving a high~employment economy in 1981 is also
possible, if we are prepared to undertake additional fiscal

actions that will result in a 1981 budget deficit. The

qguestion at issue is whether the two goals can be achieved
simultaneously in that year.

The-Problem'

We have always recognized that keeping the economy on
the track to high-employment levels by 1981, and eliminating
the deficit by that time, would be very difficult. However,
several economic developments during 1977 have substantially
reduced the chances of achieving high employment and a

balanced budget in 1981. hQ;%;u&/

o Our energy imports have grown more rapidly than £”“f“2“3h;
forecast, thereby adding an important "drag" to
the economy.

o The growth of U.S. exports has been slow because
economic activity abroad has been more sluggish
than had been anticipated at the beginning of the
year. Slack in the economies of our major trading

Electrostatic Copy Mads
for Preservation Purposes




partners is likely to be with us for some time.

‘o) The aggregate surplus in the budgets of state and

local governments has increased substantially more
- than had been expected, despite continued fiscal

distress in some major cities. In the third
quarter state and local governments in total had
an annual rate of surplus of $33 billion -- $12
billion higher than a year earlier. We do not
look for the surpluses to continue at this level,
but they will remain high, in part because a large
fraction represents growing accumulations in state
and local employee pension funds.

. The combination of state and local surpluses and current
account imbalances in our foreign trade will, on conservative
estimates, amount to $40 billion in 1981. That $40 billion
will be a drag on the economy which has to be counteracted
either by an extraordinarily good performance of private
consumption and investment, or by continued Federal stimulus,
principally via additional tax cuts in 1980 or 1981.

While we cannot forecast with precision the course of
the economy between now and 1981, we can estimate the required
growth of private investment needed to achieve a high—-employment
economy with a balanced budget in 1981. Given the developments
with respect to state and local surpluses and the foreign
trade sector outlined above, and assuming that the personal
savings rate does not rise above 6 percent:

0 Growth of private investment (adjusted for inflation)
at or slightly above a 10 percent annual rate
between 1977 and 1981 would be needed to reduce
the unemployment rate to 5 percent, and simultaneously
achieve a balanced budget in 1981. The chances of
sustaining such a high growth rate are very slim.

o If private investment grows at an 8 percent annual
rate -- a healthy rate, but one that is more in
line with reasonable expectations -- economic

growth would slow unless there were additional tax
cuts a year or two from now. By not making: thése
cuts, we could achieve a balanced budget in 1981,



-3-
but at an‘unemploymént rate of around 5-3/4 percent.

Unemployment would be rising and we would, in all
likelihood, have another budget deficit in 1982.

The difference between a 5 percent unemployment rate
and a 5-3/4 percent rate translates into roughly a million
lost jobs (taking account of the discouraged workers who
would reenter the labor force in a strongly growing economy).

Quite apart from detailed economic calculations, there
is the sheer problem of arithmetic. The budget deficits for
the four fiscal years 1976 through 1979 will follow the
following pattern:

FY: 1976 1977 1978 1979

-66 -45 -63 -64

After this history, it will be difficult to convince a
skeptical public that the budget deficit can be reduced by
$60 billion in two years without slowing down the recovery.

In our judgment, an economic performance that would
produce both a balanced budget and a high-employment economy
in 1981 (5 percent unemployment) is exceedingly unlikely.

The difficulty is not that outlays cannot be contained, but
rather than coellecting taxes sufficient to balance the budget
by 1981 would damage the economy.

Published Projections in the 1979 Budgét Document.

In the January Budget Document, we will publish a
forecast of economic performance in 1978 and 1979, and the
budgetary results implied by the forecast. We will also
publish projections of the economy and the budget for the
years 1980 to 1983. The economic projections will assume
that the economy grows along a high-employment track, while
the budgetary figures assume no further tax reductions after
the proposed $25 billion cut next year. The budgetary
outcome that corresponds to those assumptions will show the
budget moving into a small surplus in fiscal 1981. A rough
approximation of how the numbers may come out is shown in
Table 1. ‘ :

The issue is not what numbers are published. There is
no need for us to show budget numbers that incorporate
further tax reductions or other fiscal stimulus after next
year, since those decisions have not been made. But what we
say about the numbers is a major issue. If we continue to maintain




Real GNP growth
(fourth quarter to
fourth quarter)

Unemployment rate (%)
Annual average
Fourth quarter

Table 1

Economic Assumptions for the 1979 Budget
(Calendar years, dollar amounts in billions)

1978 1979 1980 1981 1982

4.7 4.7 5.0 5.0 4.5
6.6 6.2 5.6 5.0 4.5
6.4 6.0 5.4 4.9 4.4

Budget Balance
(Fiscal years, billions of dollars)

1978 1979 1980 1981 1982

-63 -64 -35 15. 49

1983

4.0

NN
L

1983

78



that a balanced budget and high-employment can both be achieved
in 1981, we are likely to have major credibility problems.

o The Congressional Budget Office has published

: analyses which conclude that simultaneous achievement
of these goals is virtually impossible, and their
work ‘has received widespread attention. Other
reputable economic research organizations, like
‘Data Resources, Inc. (DRI), have come to the same
conclusion.

o Your economic advisers will almost certainly be
subject to intense questioning on this issue in
Congressional testimony in late January and early
February. We can, of course, indicate the kind of
private economic performance which would make it
possible to balance the budget and simultaneously
achieve satisfactory unemployment levels. But we
would lose credibility by maintaining that such a
performance is likely.

o} Loss of credibility would occur not only among
professional economists but also among knowledgeable
businessmen and many members of the Congress. It
.1s very important that we be seen by these groups
to be planning our budgetary and economic policies
consistently and realistically.

Recommended Administration Position

We believe the time has come to acknowledge candidly
that a balanced budget in 1981 is unlikely to be achieved,
if we are to reach our economic objectives. We can and
should still maintain budget balance as a goal, but at a
later date, as economic circumstances permit. The
Administration position on the issue would stress that:

1. We put top priority on three goals: lowering -
unemployment, fighting inflation, and controlling
Federal expenditures. '

2. We plan to reduce the share of Federal spending
in GNP. Federal taxes can then be used as an
economic "regulator" or "governor" which -- while

holding Federal spending to strict accountability
-- would allow for the appropriate amount of
fiscal stimulus in order to meet our economic
goals.



We will maintain strict discipline over expenditures.
But reaching an actual balance in the Federal
budget by 1981 would require that we forego any
further tax reductions after the one proposed this
year. It is unlikely that stable economic recovery
and gradual reductions in unemployment could be
maintained for the next four years without a tax
cut. Economic conditions at home and. abroad make
it more difficult for the United States to have
both a balanced budget and high employment by

1981.

We believe that prudent fiscal policy requires

a substantial decline in the Federal budget deficit
after 1979, and progress towards balance as we
approach high employment. But -- actual balance
may have to be deferred beyond 1981.

Advantages and Disadvantages

Following the course of action we recommend will have
the following advantages:

(o]

ThevAdministration's credibility about the reality
of its economic program will be substantially
strengthened.

Confidence in the prospects for continued recovery
will grow.

Some of your principal constituency groups --
labor, blacks, and liberal Democrats generally --
will be pleased to see the Administration putting
greater priority on economic goals.

There are some disadvantages to be considered:

O

Extreme conservatives will criticize any backing
away from the commitment to a balanced budget in
1981. (People generally want you to work towards
a balanced budget; but they are not concerned
about achieving it in a given year.)

Some finahce ministers and central bankers abroad
are likely to be critical.



o) There might be some adverse reaction in both the
foreign exchange markets and perhaps the stock
market. (We believe it would be short-lived, and
replaced by a growing sense of confidence in our
economic realism, particularly if we continue to
stress our desire to eventually reach that goal.)

Format for Developing a New Administration Position

As you know, we are planning to put out this year a
separate Economic Report of the President (in addition to
the usual Annual Report of the Council of Economic Advisers
to the President) that lays out in detail the Administration's
long-run economic strategy. That statement would be a
convenient vehicle for setting forth and explaining the
Administration's position on this issue. A similar statement
would also appear in the Budget Message.
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27 December 1977

TO: THE PRESIDENT ﬂ
FROM: RICK HUTCHESON \2’
SUBJECT : Memos Not Submitted

1. SAM BROWN MEMO on ACTION's FY '79 budget.

The letter

(1) acknowledges agreement to. the decisions on the budget;
(2) alerts the President to the potential political prob-
lems ACTION and the Administration may face in defending

reductions to the Retired Senior
phase out of the University Year
the current service proposal for
and (3) solicits the President's
a better Peace Corps preparatory

Volunteer Program (RSVP),
for ACTION (UYA), and
the Senior Companions;
support for "achieving

to a bigger Peace Corps."

SEN. HUBERT HUMPHREY sent you a letter and packet of ..
information on a possible new energy source, "Humatec."

Frank Moore will acknowledge.

referred to DoE for analysis.
R Y

The documents will be

y PR
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MEMORANDUM

T m—— —

THE WHITE HOUSE

WASHINGT'ON

 -28*December.1977 o

T0: - ~ _ SECRETARY SCHLESINGE

FROM: : RICK HUTCHESON

SUBJECT: ' ‘ - Attached Materlal from Senator
- Humphrey on a P0551b1e New EnergxﬁSource

Thé President has asked that DoE analyze the attached material -
- from Senator Humphrey and then report to him. This request
will be included in my “tickler file" until completed.

cc: Frank Mobre
Bill Simon




' HUBERT H. HUMPHREY
L MINNESOTA

’?J&n{eb ﬁiaiez ﬁena{e'. | a Su " L
. WASHINGTON, D.C. 20810 . ; V S g”oz | g .
B December 21,_1977_* :

' The President = - R CONGPES‘-‘!ONAL

- The White House S S LIAISON
- 1600 Pennsylvania Avenue - -~ : ‘ '
Washington, D. C. - - DEC 231317

Dear Mr ‘President:

You may recall my conversation: with you at Camp
David concerning a p0531b1e new source of energy-
and fuel. Rather than trying to describe the
whole process and what has been done about ‘it,

I am sharing with you the papers presented to

me by our energy specialist on the Joint Economic
Committee. I do hope you will read it.  If the
preliminary report proves to be solid, then a
real breakthrough has been made.

You will note that contact has been made with _
Dr. Schlesinger and DOE is already involved, but
apparently there is a need of a pilot plan which
will call for some Federal assistance.

-The attached documents are self-explanatory, and
I truly believe they merit your attention.

A final note -- thank you, thank you, Mr. President,
for that wonderful weekend at Camp David. You have
my full and complete confidence and my devotion to
your success as our President. May this Christmas
Season and the coming New Year start to bring to
fruition the many good things you have in store for
"We The People" _

 With admiration andtfriendship,_.
) Respectfully,

 Hubert H. Humphre




ACTION

WASHINGTON, D.C. 20525

OFFICE OF
THE DIRECTOR

December 20,1977

The President
The White House

Dear Mr. President:

We accept the current agreements with regard to ACTION's
FY '79 budget. However, I would like to make certain
you are aware of the public impact of the reductions of
three programs.

First, the reduction in the Retired Senior Volunteer
Program (RSVP) raises a serious consideration. Unlike
some government reductions which will mean a lower level
of benefits or potential benefits for all participants,
the $4 million reduction in RSVP will result in the
elimination of programs for approximately 40,000 older
American volunteers. Although the direction of this
program has in the past appeared weak and diffused,

it is a popular and potentially highly beneficial
program of citizen involvement. Because of this latter
point, it is important to assure you that RSVP will
survive and can have new direction at the level provided,
but I wanted you to realize that because of its popular-
ity and the fact that it is already one of the lowest
cost programs receiving Federal support, there will be
many who will find the argument of a gualitative improve-
ment difficult to understand.

Secondly, the Senior Companion Program, another of our
Older American Volunteer Programs, may in the future
merit reconsideration. In concept and design it is a
program of significant social value for both the par-
ticipants and beneficiaries. Again the potential cost
to expand this program is small.

PEACE CORPS - VISTA » UNIVERSITY YEAR FOR ACTION « NATIONAL STUDENT VOLUNTEER PROGRAM'
FOSTER GRANDPARENTS « RETIRED SENIOR VOLUNTEERS




Thirdly, the University Year in ACTION (UYA) program,
which we have agreed to terminate, has a very strong
following among liberals as well as conservatives in the
education community in addition to members of Congress,
all of whom believe that it provides a unigue opportunity
for students to expand their horizons beyond the classroom
and into the community, bringing the resources of the
university into the low-income community. It was, in
fact, UYA volunteers who were living at the site you -
visited in the South Bronx, where they were providing
design support to the community group attempting to
rebuild that neighborhood. I believe this program
provides substantial benefits at small costs and expect
that the Congress will have a strong interest in the
continuation of this program.

On the other hand, I believe the programs of our Agency
can take on new life and new quality as a result of the
FY '79 budget decisions which have been reached. The
increase in the size of VISTA affords a real opportunity
to reorient, reestablish, and reinvigorate this program
which gives reality to the best spirit of the American
people.

The decision to achieve a better Peace Corps, preparatory
to a bigger Peace Corps, will need your personal assist-
ance in interpretation to the American people. Despite its
ups and downs, no program has enjoyed the level of public
esteem which Peace Corps has sustained. However, many
will interpret your support for Peace Corps solely on the
basis of numbers of volunteers. You will, therefore,

have to assist us in making the argument that your interest
is first in quality, in preparation for later expansion.

Clearly, there are many high priority items demanding

your attention this week. The constraints of your budget -
objectives are severe, and the dollars involved here

are small in comparison to the other major decisions

which are before you. I did, however, want to inform

you of the impact of these cuts, and the difficult con-
sequences of the decisions for reduction.

Sincer

Sam Brown



THE WHITE HOUSE

WASHINGTON

Date: December 20, 1977

FOR ACTION:
Jim McIntyre

FROM: Rick Hutcheson, Staff Secretary

MEMORANDUM

FOR INFORMATION:
Stu Eizenstat

SUBJECT: sam Brown memo dated 12/20/77 re ACTION's 79 Budget

YOUR RESPONSE MUST BE DELIVERED .
TO THE STAFF SECRETARY BY:

TIME: 12:00 Noon

DAY:  fThursday

DATE: pecember 22, 1977

ACTION REQUESTED:
—_XYour comments
Other:

STAFF RESPONSE:
|1 concur.
Please note other comments below:

_____No comment.

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a delay in submitting the required
material, please telephone the Staff Secretary immediately. (Telephone, 7052)
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" Date: ' December 20, 1977

FOR ACTION:
Jim McIntyre
A S

If you have any questions or if you “anticipata a delay in submitting the requnred
material,: please telephone the Staff Secretary immediately.. (Telephone, 7052)
ke




,- EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE QF MANAGEMENT AND BUDGET
WASHINGTON, D.C., 20503

. | December 23, 1977

MEMORANDUM FOR: RICK HUTCHESON

THROUGH : . W. Bowman n@tgr
FROM: Sue Woolsey
SUBJECT: ACTION's letter to the President on its

FY 1979 Budget

The purpose of Sam Brown's letter to the President appears to
be three-fold. First, to acknowledge agreement to the decisions
on ACTION's 1979 budget. Second, to .alert the President to
the potential political problems ACTION and the Administration
may face in defending reductions to the Retired Senior
Volunteer Program (RSVP), phase out of University Year for
ACTION (UYA), and the current service proposal for the Senior
Companions. Third, to solicit the President's support for

the Peace Corps. )

With regard to the second issue, OMB recognizes the popularity
of these programs. However, ACTION should be able to defend
the RSVP reduction on the basis that many of these projects
duplicate services already provided by the private sector

and which should be provided anyway. ACTION can also cite

the severe criticism and recommendations of its Citizen's
‘Review panel when it discusses RSVP on the hill. The
principal point OMB has stressed is that although there will
be a slight reduction in Federal expenditures and some
reduction in benefits received, the actual number of volunteers
will probably not be reduced. The Senior Companions program
was not reduced, as ACTION implies,. but held at its current
level. 1Increased funding for this program was not recommended
since the agency could not define how its volunteers could
obtain the expertise to become advocates for their clients, a
shift in program direction which could jeopardize a popular
program. ACTION can also stress its efforts to encourage
States to adopt similar programs as justification for a current
level budget. The University Year for ACTION was not a high
priority program (minimum level ranked 23 of 29), and was
criticized by ACTION's Citizen Review for not providing
opportunities for minority youth. ACTION can defend the phase
out of UYA on the grounds that since most UYA programs are
apparently not of sufficient interest to colleges and
universities that the institutions incorporate them in their
curriculum, Federal resources should not continue to go toward
UYA support. '
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With regard to the Peace Corps, we have agreed with ACTION to
.increase quality through training. However, we have made no
commitment to expansion since plans to accomplish Peace Corps'
new program directions are still in the formation stages. We
would caution the President against committing himself to an
-expansion of the Peace Corps without concrete plans from ACTION.



THE PRESIDENT HAS SEEH.

MAJOR DECISION ELEMENTS

1. Size of tax package

A. $29-$30 billion; (FY 1979 deficit $64 to $66)

20.0 individual
6.0-6.9 corporate
1.5 telephone excise
0.8 airline ticket tax from 8% to 2%
0.8 reduce federal U.I. tax

$240 credit
12 to 68 percent tax rates
no deduction for lesser earning spouses

B. $23.5 - $24.5 billion; (FY 1979 deficit $60 to $62)

14.5 individual 7 ¥.)
6.0-6.9 corporate 4
1.5 telephone excise ¥
0.8 airline ticket tax —_—
0.8 federal U.I. tax ' /6. % -

$250 credit

12 to 68 percent tax rates, but lower

reductions in the $16,000 to $36,000

income range than the large package.
second earner deduction of 10%/$3000

2. Business tax reductions

A. Treasury favors:

(1) corporate rate cut: 3% 1978;1979
4% 1980 and thereafter

(ii) liberalize investment
tax credit, but keep it
at 10% _

CY 1979 cost $6 billion
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B. CEA favors:

(i) corporate rate cut: 2% 1978, 1979
3% 1980 and thereafter

(ii) liberalize ITC
(iii) raise ITC to 12%

CY 1979 cost $7 billion

3. Major reform elements still at issue (all revenue
estimates are full vear effects at 1976 incomes)

A,